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COMPANY PROFILE 


Veteran Resources Inc. is a Calgary based junior oil and gas company active 
in exploration, development and production of crude oil and natural gas in 
Canada. The company has grown through strategic land acquisitions, 
exploration and development. Veteran seeks out, evaluates and pursues 
business opportunities to apply its knowledge of underbalanced horizontal 
drilling (UBHD), a process which provides significant advantages over 
conventional drilling practices. The application of UBHD will in many instances 
maximize productivity and reservoir recovery, by minimizing formation 
damage, which occurs while drilling oil and gas wells using conventional 


methods. 


HIGHLIGHTS 


e 2001 production was almost totally replaced by positive 
revisions to the Plante/Watch area reserves. 


e Acquired additional lands in Northeastern B.C. and Ontario. 


e Participated in the acquisition of 34 kilometres of 2-D seismic 
data offshore Lake Erie, Ontario. Interpretation of the data 
indicate several potential prospective zones. 


® Raised $823,365 in equity through a flow through share 
issuance. 


® Spent $3.9 million in capital additions. 


ANNUAL 
GENERAL MEETING 


The Annual General Meeting of Shareholders of Veteran Resources Inc. will 
be held in the auditorium, second floor, Bantrel Tower, 700 — 6" Avenue S.W., 
Calgary, Alberta at 9:00 a.m.on June 21, 2002. 


SHAREHOLDER 
INFORMATION 


As at December 31,2001 the number of issued 
and outstanding common shares was 
28,899,620. These shares are traded on the 
Canadian Venture Exchange (CDN-X) under the 
symbol “VTI" 
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Abbreviation Table 


_ bbls barrels 


bopd barrels of oil per day 

bdp barrels per day 

boe barrels of oil equivalent 

boepd _ barrels of oil equivalent per day 
mbbls — thousands of barrels 

mboe _ thousands of oil equivalent barrels 
mef thousand cubic feet 

mcfd thousands of cubic feet per day 
mmcf million cubic feet 

bcf billion cubic feet 

NGL's natural gas liquids 

BPO before payout 

APO after payout 

psi pounds per square inch 


1 barrel of oil = 0.15891 cubic metres 
1 mcf of gas = 28.17399 cubic metres 
1 barrel of oil equivalent = 6 mcf gas 
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To THE SHAREHOLDERS 


The past year proved to be a difficult one for the industry and your company. The North 
American economic downturn was exacerbated by the terrorist attacks of September and the 
resulting combination of insecurity and reduced commerce brought an already worsening 
U.S.economy to a standstill. 


Crude Oil and Natural Gas prices retreated from their highs at year end 2000, as consumers 
reduced demand in response to higher prices and deteriorating economic fundamentals. As a 
consequence general commodity prices at year end were low enough to require the company 
to write down the carrying costs of its oil and gas producing properties. 


The Canadian oil and gas industry witnessed a simultaneous decline in both oil and gas pricing 
while equity markets continued to shun the junior oil and gas sector. Oil and gas companies 
reported lower product prices and reduced revenues. As the year came to a close the economic 
outlook remained uncertain, North Americans were experiencing a mild winter and natural 
gas liquids stocks and gas storage levels were appreciably above prior year levels. 


Your company has continued to add to its land position in Northeast British Columbia and 
Ontario. Additionally the company participated in a seismic acquisition program over lands 
previously acquired in Lake Erie, Ontario. Preliminary interpretation of this data suggest the 
presence of significant potential reservoir structures in the Ordovician zone. This interpretation 
is consistent with recent production data released on a horizontal well drilled by a competitor 
adjacent to the Romney acreage that Veteran has an interest in. The company expects to 
pursue further opportunities in the Ontario region during 2002. 


The company completed two flow through share issues late in the year, the proceeds of which 
will be used to explore for and/or develop the company’s main focus areas. As previously 
indicated management's immediate challenge and thrust will be directed to converting the 
company’s underdeveloped land base into a cash flow generating asset. 


| 
| wish to thank our shareholders for their continued patience and support and thank our Board 
of Directors and employees for their efforts. | 


D. Jewitt 
President 
April 9, 2002 
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INDUSTRY 


Business Environment 


The year 2001 witnessed a progressive weakening in the U.S.and Canadian economies with 
an associated deterioration in the fundamentals of the North American crude oil 


2001 W.T.I. and products markets. The American Petroleum Institute (API) recorded an increase 
Monthly Average Spot Prices 


in crude oil, gasoline and distillate inventories between January and December of 
2001. Simultaneously West Texas Intermediate (W.T.I.) price dropped from $29.15 
U.S. per barrel in January to $19.00 U.S. per barrel in December for an overall 
decrease of 34.8 percent. The Canadian dollar weakened by 5 percent from 1.503 
CDN per U.S. dollar to 1.577 CDN per U.S. dollar over the same period. Late in the 


Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec year the Organization of Petroleum Exporting Countries (OPEC) obtained the 
Month 


support of several non OPEC nations including Mexico, Russia and Norway on a 
proposed output reduction, which was considered necessary to balance the market 
and keep the OPEC basket price in the range of $20.00 to $25.00 U.S. per barrel. The company 
believes that in an improving economic environment this production curtailment will be 
sufficient to reduce inventory levels and stabilize W.T.I. price in the $22.00 to $25.00 per barrel 
range. Should economic conditions deteriorate further this would not be the case and W.T.I. 
price could fall to under $20.00 U.S. per barrel. The company has not hedged any of its oil 
production for 2002 but will reappraise this matter during the year. 


Canadian gas price declined from a high of $10.45 CDN per GJ in January to $3.37 CDN per GJ 
2001 AECO Monthly Average Spot Gas Price in December. The company had expected the higher price to moderate industrial 
gas demand however the reduction was so significant that ample supplies were 


available to replenish storage inventories at a faster pace and to a much higher 


level then had been anticipated. The company expects that U.S.demand for natural 


Tara | 
{| , | | | | {| i] il i i] {} gas should increase with an improving economy in the second half of 2002. This 


Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov. Dec increase in demand when coupled with less supply resulting from production 
Month 


declines and reduced gas drilling activity, will result in a much more balanced 
supply and demand outlook during the latter half of 2002. Canadian gas prices are expected 
to firm as the year progresses with 2002 year end price possibly exceeding $6.00 per GJ. 


Lower commodity prices have resulted in decreased drilling activity in Western Canada. The 
company believes that drilling rig day rates will decrease during 2002 and that the cost of 
most other goods and services will follow suit. The company will continue to plan its operations 
to take advantage of slack times rather than compete with others during peak operating 
periods. 


Company Strategy 


Management believes that oil and gas prices will continue to be volatile and that larger 
companies will continue to exit the conventional oil business in favor of pursuing tar sands 
projects, international exploration ventures and offshore/Arctic opportunities while continuing 
to play an active role in the Western Canadian natural gas business. Veteran will continue to 
pursue targets which it considers low risk and which it believes to be economically attractive. 
Additionally the company will also shift some of its focus to Ontario where the company has 
identified several exciting opportunities. 
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OPERATIONS REVIEW 


Operations 


The company participated in one well and farmed out two other locations in the Gunnell area 
of Northeast British Columbia. Two of these wells were drilled and suspended pending further 
operations while the third (in which the company retains a gross overriding royalty) was put 
into production during the fourth quarter of 2001. The company also re-entered an existing 
wellbore at Blair Creek in Northeast B.C. under a farmout arrangement and drilled a horizontal 
section. Two horizontal wellbores were planned to be drilled however wet weather and 
consequent cost overruns necessitated the discontinuance of operations before drilling the 
second lateral and the well was suspended. The company also participated in the acquisition 
of offshore seismic data over the company’s Lake Erie, Ontario properties during the summer 
of 2001 to establish viable targets which could be drilled horizontally from shore. 


a 


Product Sales 


Combined gross sales of oil, NGL’s and natural gas averaged 197.3 boe/d (6:1), a decrease of 
74.9 boe/d or 27.5 percent over sales of 272.2 boe/d during 2000. Annual average gross 
company oil sales were 68 bopd, a decrease of 13.5 bopd or 16.6 percent over sales of 81.5 
bopd in the prior year. Gross natural gas sales averaged 641.3 mcf/d while gross NGL sales 
averaged 22.4 bpd. Sales of natural gas and NGL’s were down from levels recorded in 2000 
due to a combination of factors, including normal decline and a facility disruption earlier in 
the year. 


Operating Costs 


The company experienced a unit operating expense of $8.60/boe during the year, an increase 
of $1.32 boe or 18.1 percent from the unit cost of $7.28/boe during the prior year. This increase 
was a consequence of reduced sales volumes during 2001. 


Barons, Coronation and Red Earth, Alberta 


Annual average gross Company oil sales were 68 bopd down 13.5 bopd or 16.6 percent over 
2000 sales of 81.5 bopd. This decrease was principally due to normal decline. No drilling 
activity occurred on these properties during the past year. 
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PLANTE/WaATCH AREA, NORTHWEST ALBERTA 


A five week unscheduled shut down of the Kaybob #3 gas plant occurred in February 2001. 
This shut down directly effected the production from three wells in which the company has a 
working interest. Production from these wells was reestablished after the plant was put back 
on stream. No drilling activity occurred on the Plante/Watch properties during the year. The 


company retains a working interest that varies from 2.25 percent to 25 percent in the Plante/ 
Watch area. 
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GUNNELL AREA, NorRTHEAST B.C. 


The company participated for a 30 percent working interest in one well in the Gunnell area 
and elected to farmout its interest in two further wells to the operator. Drilling operations 
were suspended on the participation well in March as the location began to thaw. This well 
will be re-entered at a later date. One of the two farmout wells was drilled to casing point 
where it was also suspended pending further operations to drill the lateral section. The second 
farmout well was drilled, completed and placed on production during the fourth quarter of 
2001. Veteran retains a 4.5 percent gross overriding royalty on the production from this well. 
Veteran continues to hold a 30 percent working interest in the undeveloped joint lands in the 
Gunnell area. 
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CARIBOU CREEK, B.C. 


The company acquired additional acreage at a crown auction, increasing the company’s interest 
to 6,207 gross (5,930 net) acres of land in the Caribou Creek region of Northeastern British 
Columbia. Subsequent to the acquisition of these lands a well was drilled by another operator 
adjacent to the western boundary of the company’s acreage. The well is currently suspended 
as a potential Bluesky gas well. A deep exploration test has been licensed directly east and 


offsetting the company’s lands. 
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BLAIR CREEK, NorRTHEAST B.C. 


The company re-entered an existing wellbore at Blair Creek, Northeast B.C. under a farmout 
arrangement with a senior producer. The object of the re-entry was to intersect two potential 
gas targets with two lateral penetrations. Wet weather hampered operations and only one lateral 
section was completed. The well failed to encounter commercial quantities of gas and remains 
suspended. The company earned a working interest in three gas spacing units by drilling this 
location. The company’s interest in the Blair Creek area varies from 70 to 100 percent. 
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LAKE ERIE, ONTARIO 


The company successfully acquired further lands in Ontario increasing its undeveloped land 
holdings to 21,296 gross (12,828 net) acres. Veteran participated in the acquisition of 34 
kilometres of 2-D seismic data over the company’s offshore Lake Erie properties during the 
third quarter of 2001. The data has been processed and the interpretation indicates the 
presence of a potential reservoir in the Ordovician zone. The 2001 production data has been 
released by an operator who drilled several wells on lands adjacent to Veteran’s Romney lands. 
This operator has reported 90,000 barrels of oil for an eight month production period from 
one of these wells, equating to an average of 367 bopd. 
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New Ventures 


The company believes that Ontario is attractive for both oil and gas prospects. The in-house 
work conducted by the company’s technical staff and the interpretive results of the seismic 
program acquired during 2001 have encouraged the company to seek out further opportunities. 
The company will pursue those targets which it believes will benefit from the application of 
advanced drilling techniques. 


Land Summary 


The company acquired further lands in Northeast British Columbia and Ontario during 2001. 
As at December 31, 2001 the company held approximately 51,529 gross (24,781 net) acres of 
undeveloped land in Western Canada. In addition the company has an interest in 21,296 gross 
(12,828 net) acres of land in Ontario increasing the company’s total undeveloped land base to 
37,609 net acres. This extensive land holding provides the company with an excellent platform 
for future growth. 


Undeveloped Land Holdings 


2001 2000 
GrossAcres Net Acres Gross Acres Net Acres 
Alberta 9,760 1,790 10,400 1,921 
British Columbia 41,769 22,991 38,986 19,214 
Ontario 21,296 12,828 8357, 4,179 
Total 72,825 37,609 57,743 25,314 


CruDE OlL, NGL’S 
AND NATURAL GAS RESERVES 


The company’s 2001 year end reserves were determined by Sproule Associates Limited through 
generally accepted engineering methods and are the total recoverable reserves associated 
with the acreage in which the corporation holds an interest. 


The corporation's gross reserves are the corporation's working and overriding royalty interest 
share of reserves, before the deduction of royalties. The oil and NGL reserves are presented in 
thousands of barrels at stock tank conditions. The pipeline gas reserves are presented in millions 
of cubic feet at base conditions of 14.65 psia and 60°F. Sproule Associates Limited have categorized 
these estimates of the company’s oil, NGL and natural gas reserves as proven and risked probable. 
The estimates of the corporation's recoverable oil, NGL and natural gas reserves contained 
herein are estimates only and there is no guarantee that the estimated reserves will be 
recovered. Actual recovered reserves may be greater or less then the estimates provided herein. 


As at year end the company’s gross proven plus risked probable oil and NGL reserves were 
339.2 mbbls while gross natural gas reserves were 2,209 mmcf for a total equivalent of 560.1 
mboe at a gas conversion of 10 mcf to one equivalent bbl and 707.4 boe at 6 mcf to one 
equivalent bbl. Ninety-nine percent of Veteran's reserves were classified as proven at a 
conversion of 6 mcf to one equivalent bbl. 


Positive revisions to proven NGL and gas reserves were almost sufficient to offset production 
during the year. These positive revisions were associated with the company’s Plante/Watch 


production in Northwest Alberta. 


Crude Oil, NGL and Natural Gas Reserves “)? 


As at December 31, 2001 
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Oil NGL’s Natural Gas mboe mboe 
(mbbls) (mbbls) (mmcf) (10 mcf/1 boe) (6 mcf/1 boe) 
Proven Developed Producing 265.9 63.1 2,209.0 549.9 697.2 
Proven Undeveloped ~ - - - ~ 
Total Proven 265.9 63.1 2,209.0 549.9 697.2 
Risked Probable 10.2 - = 10.2 10.2 
Total Proven plus Risked Probable 276.1 63.1 2,209.0 560.1 707.4 


These are the company’s working interest and overriding royalty interest share of reserves before the deduction 


of royalties 


) Risked probable reserves have been reduced to 50 percent of probable reserves to account for risk. 


Reserve Reconciliation (mboe) 


(mboe at 6:1 Ratio) 


Risked 
Proven Probable Total 
Balance on December 31, 2000 699.6 10.2 709.8 
Additions - - = 
Revisions 69.6 - 69.6 
Production (72.0) - (72.0) 
Balance on December 31, 2001 697.2 10.2 707.4 


Future Cash Flow Associated with Year-end Reserves 


Sproule Associates Limited have determined the present worth of future net cash flows 


associated with the corporation's reserves. The future net cash flows were determined prior to 


provision for income taxes and indirect costs, but after deduction of royalties, estimated future 


capital expenditures and well abandonment costs. It should however “not be assumed” that 


the present worth of estimated future cash flows is representative of the market value. There 


is no certainty that the price and cost assumptions used will be attained. Any variance could 


be material. 


Present Value of Reserves (before tax using escalated prices) 


Undiscounted Discounted Discounted 
(Thousands) 10% 15% 
Proven Developed Producing $ 8,733 $ 4,859 $ 3,985 
Proven Undeveloped - - = 
Total Proven 8,733 4,859 3,985 
Risked Probable 102 60 47 
Total Proven plus Risked Probable $ 8,835 $ 4,919 $ 4,032 

Present Value of Reserves (before tax using constant prices) 

Undiscounted Discounted Discounted 
(Thousands) 10% 15% 
Proven Developed Producing $ 6,326 Says Sole 
Proven Undeveloped - - ~ 
Total Proven 6,326 3,835 3,219 
Risked Probable 80 46 36 
Total Proven plus Risked Probable $ 6,406 $ 3,881 $:3,255 
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MANAGEMENT'S DiscusSsSION AND ANALYSIS 


The Management's Discussion and Analysis provides our shareholders with detailed disclosure 
of Veteran's performance during the year. The following discussion and analysis should be 
read in conjunction with the audited financial statements of the company. 


Veteran's 2001 Oil and Gas operations resulted in a net loss of $2,619,933 compared with a 
profit of $1,250,285 in 2000.A ceiling test write-down of $2,600,000 accounted for the majority 
of the loss. Cash flow from operations was $929,043 or $.03 per share compared to $1,987,816 
or $.08 per share in the prior year. The reduction of $1,058,773 or 53% is comprised of reduced 
product prices for 26% with the remaining 27% as a consequence of normal production declines 
and an unscheduled plant shut down in the first quarter of 2001. 


OPERATING MARGIN ANALYSIS 


FINANCIAL 2001 2000 1999 
Revenue § 2,536,406  $ 3,695,871 $ 981,487 
Royalties 623,296 762,255 56,892 
Alberta royalty tax credit (102,035) (138,364) (24,796) 
Operating expenses 619,650 725,681 325,141 
Field netback $ 1,395,495 $ 2,346,299 $ 624,250 
Other income (20,964) (84,374) (2,720) 
G&A and interest 487,416 442,857 398,474 
Funds flow from operations $ 929,043 $ 1,987,816 $ 228,496 
Depletion and depreciation 936,100 703,254 237,619 
Ceiling test writedown 2,600,000 — = 
Site restoration 12,876 34,277 10,749 
Net Income $ (2,619,933) $ 1,250,285 $ (19,872) 

PRODUCTION 
Natural gas (mcf) 641.3 871.4 29.0 
Oil and NGL’s (bbls) 90.4 126.9 96.1 
Oil equivalent (boepd) (6:1 ratio) 197.3 2722. 100.9 

AVERAGE PRICES 
Natural gas (mcf) $ 5.99 ) 5.62 $ 3.00 
Oil (bbls) 33.49 lithe 25.97 
NGL’s (bbls) 37.05 40.54 31.44 

MARGIN ANALYSIS (CDN § per boe) 

Revenue $ Bae $ 37.10 $ 
Royalties 7.24 6.26 
Operating expenses 8.60 7.28 
Field netback $ 19.38 $ 23.56 $ 
Other income (.29) (.85) 
G&A and interest 6.77 4.45 
Netback $ 12.90 $ 19.96 $ 
Depletion and depreciation 13.00 TOT 
Site restoration 0.18 0.34 
Net Income “’ $ (0.28) $ 12.55 $ 


) Prior to ceiling test writedown 
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Gross Revenue and Product Price 


Gross sales revenue decreased by $1,159,465 to $2,536,406 compared with $3,695,871 in 2000. 
Reduced product pricing changes and production decline contributed equally to the lower 
sales revenue. 


The average price received for oil and NGL’s during the year was $34.36/boe while gas price 
averaged $5.99/mcf. 


The comparable 2000 prices were $40.94/boe for oil and NGL’s and $5.62/mcf for gas. 


ae Poe Revenue growth and annual price realizations for the past four years are shown in the following 
table. 
i E Amount ($) % Change CDN. $/boe 
“| gs = Fa ie 2001 2,536,406 (31) 35.22 
R 7 2000 3,695,371 276 37:10 
Se) 981,487 29 27.03 
1998 59/972 13 18.94 


Revenue from oil and NGL’s dropped by 40.4% or $769,011 over the prior year. Oil production 
experienced a decline of 31.7% with NGL’s experiencing a decline of 56.1% in part due to an 
unscheduled plant shut down. 


Gas revenues dropped by $390,454 to $1,402,887 compared with $1,793,341 in 2000.Gas prices 
increased by $.37/boe to $5.99/boe for 2001 representing a modest increase of 6.1%. Normal 
production decline and lost production resulting from an unscheduled plant shut down 
accounted for reduced gas revenues of 26.4%. 


Combined revenue decreased by $1,159,465 or 31.3% over 2000. Production declines and an 
unscheduled plant shut down accounted for 27.4% of the variance with the remaining 3.9% 


related to pricing. 


The following table shows the revenue split by product for the most recent three years. 


2001 % 2000 % 1999 % 

$ $ $ 
Natural gas sales 1402/88/75 55.5 1,793,341 48.5 39,442 4.0 
Oil sales 835,970: 32.9 15224,136 33.1 877,923 89.5 
NGL sales 297549 TS 678,394 18.4 27,081 27 
Overhead recoveries = ~ - = 37,041 3.8 
P&NG Revenue 2,536,406 100.0 3,695,871 100.0 981,487 100.0 
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Product Sales 


Product sales for the year totaled 72,008 boe, (at a gas conversion of 6 mcf to 1 equivalent 
barrel) a decrease of 27,617 boe from 2000. This decrease was attributable to a combination 
of factors, including normal production decline and a five week facility disruption at the Plante/ 
Watch area. The Gunnell wells that went on stream in the third quarter of 2000 accounted for 
12,293 boe or 17.1 percent of the total while the Plante/Watch wells contributed 34,056 boe 
or 47.3 percent of the total. The remaining 35.6 percent of the total was produced from the 
Barons, Provost and Red Earth properties. 


Based on a conversion of 6 mcf to 1 equivalent barrel, the average daily product sales for the 
company in 2001 was 197.3 boepd compared to 272.2 boepd for a decrease of 27.5 percent or 
27,617 boe over 2000. Production gains at Gunnell were insufficient to offset the production 
loss experienced at Plante/Watch and the decline at Provost, Red Earth and Barons. 


The company’s sales history is shown in the following table: 


) (6 mcf = 1 equivalent barrel) 


Total boe % Change boepd 
2001 72,008 (27.5) 197.3 
2000 S962 5 174.4 Dio 
1999 36,301 (10.7) 100.9 
1998 40,673 56.9 111.4 
1997 25915 sas) IA 


Production Sales by area for 2001 


(6 mcf = 1 equivalent barrel) 


Oil & NGL’s Gas Total 
(boe) (boe) (boe) % 
Plante/Watch 7,997 26,059 34,056 47.3 
Provost PS - {pSyeyeyt 21.6 
Red Earth 2,891 823 3,/14 Sy 
Barons 6,414 - 6,414 8.9 
Total Alberta 32,833 26,882 59,715 82.9 
Gunnell 159 12,134 12,293 ist 
Total B.C. 159 12,134 12,293 17.1 


Total 32,992 39,016 72,008 100.0 
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Royalties 


Royalties decreased by $102,630 to $ 521,261 on an absolute basis and represented 20.5% of 
production income in 2001 compared with $623,891 of royalties paid in 2000 or 16.8% of 
production income. During 2001 there were numerous royalty amendments made by an 
outside operator related to prior year production periods. Royalties for 2001 were $7.24/boe 
an increase of $.98/boe compared with $6.26/boe in the prior year. 


Alberta Royalty Tax Credits for 2001 were $102,035 versus $138,364 in 2000. With the onset of 
gas production in the Plante/Watch area in late 2000, there were further reductions to royalty 
expense in 2001 for gas cost allowance rebates in the amount of $21,000. 


Operating Expenses 


2001 production expenses decreased by $106,031 or 14.6% to $619,650 compared to $725,681 
in the prior year. The company experienced a unit operating expense of $8.60/boe in 2001 
versus $7.28/boe in 2000. The increased operating expenses per boe are attributable to reduced 
volumes in 2001. 


Historical operating expenses and ratios are shown below: 


Amount $/boe (6 mcf/boe) 
2001 $ 619,650 $ 8.60 
2000 S. 725,681 Si /26 
1999 S$ 325,141 S$ 8.96 
1998 § 391,747 S37.9:63 
1997 551476) SS 22 


Field Netback and Cash Flow per boe 


The field netback is defined as the revenue per unit of production net of royalties and operating 
expenses based ona gas conversion of 6 mcf to 1 equivalent barrel. The 2001 netback of $19.38/ 
boe decreased by $4.18/boe from $23.56/boe in 2000 or 17.7%. 


CDN $ per boe 2001 2000 1999 

Sales Price Seo 322 537.10 $27.05 
Net Royalties S$ 7.24 $16.26 Pesaatsts) 
Operating Expenses > 8.60 S728 $ 8.96 
Field Netback $ 19.38 $ 23.56 $17.19 


General and Administrative 

Veteran's general and administrative costs rose by $24,771 or 5.5% in 2001 to $467,628 
compared with $442,857 in the previous year.General and administrative and interest expense 
increased by $2.32/boe to $6.77/boe primarily due to the reduced production volumes in 2001. 
Salary increases and consulting fee increases accounted for the majority of the increased 
general and administrative costs for the year. 
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Interest on Revolving Line of Credit 


During the last quarter of 2001,Veteran drew down on its revolving term loan facility in the 
amount of $1,227,247 to finance its operating requirements. The facility bears interest at prime 
plus 1%, and is secured by a first floating charge in the amount of $2,000,000 over all assets. 


Interest and standby fees have been recorded in 2001 for $19,788. 


Depletion, Depreciation and Site Restoration 


Expenses for depletion and depreciation rose significantly in 2001 to $3,536,100 compared to 
$703,254 in 2000. At year end Veteran completed a ceiling test calculation as required under 
the full cost method of accounting for petroleum and natural gas properties. This test is 
intended to ensure that estimated future net revenue from petroleum and natural gas reserves, 
using period end pricing, less estimated capital expenditures net of future general and 
administrative costs related to production of those reserves, financing costs and income taxes, 
exceeds the carrying value of petroleum and natural gas properties. As a result of the test, 
Veteran determined that a write-down of $2,600,000 was required.In 2002, Veteran anticipates 
the depletion rates will return to normal. 


Capital Expenditures 


Capital expenditures before dispositions decreased $1,698,805 from $5,624,978 in 2000 to 
$3,926,173 in 2001. Drilling, completion and equipping cost for 2001 were down 41 percent 
or $1,592,906 compared with 2000, as a result of fewer wells drilled and tied-in. Land and 
seismic purchases increased by $106,314 or 11 percent over the prior year. Seismic purchases 
accounted for $112,059 of the change while land acquisitions reduced by $5,745 compared 
with 2000. Batteries and flowline expeditures were lower along with reduced drilling costs. 
Other capital expenditures consists of capitalized general and administrative cost, fixed asset 
additions and capitalized non-producing lease rentals. The table below summarizes the capital 
expenditures by year and category. 


2001 2000 1999 
Land & Seismic Acquisitions § 1,067,370 § 961,056 § 381,788 
Drilling, Completion, Equipping 2,283,786 3,876,692 2,747,446 
Batteries & Flowlines 138,755 448,395 — 
Dispositions — (892,067) — 
Other 436,262 339,219 277,988 
Total Capital Expenditures $3,926,173 $4,733,295 $3,407,222 
Wells Drilled Summary 
Gross Net Net Net Net Net 
Total Wells Wells Oil Gas Suspended D&A 
Wells Wells Wells Wells 
2001 2 1.000 — — 1.000 on 
2000 5 1075 — 0.425 0.250 0.400 
1999 5 WP PFES — eas — — 
Success ratio for 2001 aM 
Success ratio for 2000 63% 


Success ratio for 1999 100% 
() Success ratio calculation does not include wells suspended pending further re-entry. 
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Share Capital 


During 2001, Veteran raised $823,365 from a flow through private placement and a flow 
through short form offering memorandum, both of which closed in late December. Total 
shares of 1,829,700 were issued at $.45 for gross proceeds of $823,365. Proceeds of $743,715 
were raised through the public short form offering memorandum and $79,650 from a private 
placement share issue. Associated share issue costs totaled $121,963. 


The flow through share issues resulted in Agent's options of 365,940 (20% of 1,829,700) at 
$.45 which are exercisable at any time until close of business on December 31, 2003. 


Agent's warrants and options for 3,172,700 were scheduled to expire in December 2001.These 
warrants and options identified in the table below, were extended and are now exercisable at 
any time until close of business on December 13, 2002. 


Outstanding at year end were the following warrants and options: 


2,851,500 warrants at $1.20 expiring December 13, 2002 
285,150 agents unit options at $1.00 expiring December 13, 2002 
36,050 agents options at $1.00 expiring December 13, 2002 
365,940 agents options at $.45 expiring December 31, 2003 


(each agents unit entitles the holder to purchase a common share at $1.00 and a non-transferable common share 
purchase warrant at $1.20) 


Liquidity and Capital Resources 


At December 31, 2001 Veteran had working capital of $27,743, a revolving operating loan 
balance of $1,227,247 and restricted cash of $823,365, consisting of proceeds from a flow 
through share offering. Veteran's unutilized loan balance at year end was $72,753 ona 
borrowing base of $1,300,000. 


Veteran's accounts payable balances have been recorded conservatively in accordance with 
generally accepted accounting principles at full dollars, despite ongoing joint venture audit 
and vendor disputes. It is management's opinion that a resolution to these disputes may 
reduce its carrying value of these liabilities, although Veteran cannot quantify any reduction 
at this time. 


The Company has a revolving term loan facility of $1,500,000 (current borrowing base of 
$1,300,000), which bears interest at prime plus 1 percent and is secured by a first floating 
charge in the amount of $2,000,000 over all assets. The credit facility revolves until May 31, 
2002 at which time a new revolving period may be established or it will be converted to a 
term facility, with a term not exceeding five years, the committed limit of which will be 
determined by the lender. 


Historically Veteran has been able to finance several business opportunities through equity 
financing. Management believes the continued support from the investment community can 
permit Veteran to finance its proposed 2002 acquisitions and establish more liquidity for the 
coming year, although there is no certainty in this regard. 


Subsequent to year end Veteran has entered into a preliminary agreement to acquire certain 
oil and gas assets in Ontario for a cash consideration of $3,000,000, subject to a number of 
due diligence conditions and Board of Directors approval. The Company is working to arrange 
financing for closure of this acquisition and further development of its Ontario land base and, 
at this date has not secured financing for this potential transaction. 


The Company has also entered into an agreement to sell its working interest in the Red Earth 
area to the operator for cash consideration of $140,000, subject to minor closing adjustments. 
This disposition is subject to Board approval and is scheduled to close in the second quarter. 


Certain statements made herein are forward looking statements, subject to certain risks, and 


> may or may not occur as anticipated. 
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MANAGEMENT'S REPORT 


The accompanying financial statements and all information in this annual report are the 
responsibility of management. The financial statements have been prepared by management 
in accordance with generally accepted accounting principles, and in the opinion of 
management, present fairly the financial position and results of operations of the Company 
within acceptable limits of materiality. Financial and operating information presented 
elsewhere in the annual report is consistent with the results summarized in the financial 
statements. 


Management maintains appropriate systems of internal controls to safeguard assets and enable 
accurate and timely financial and operational reporting. The accuracy of the financial reporting 
has been examined by external auditors. The Board of Directors is responsible for ensuring 
that management fulfills its responsibilities for stewardship and financial reporting and is 
ultimately responsible for reviewing and approving the financial statements. 


ey ee ie 
tone 


Donald Jewitt Brian Schmidt 
President Secretary-Treasurer 


Aupitors’ REPORT 


To the Shareholders of 
Veteran Resources Inc., 


We have audited the balance sheets of VETERAN RESOURCES INC. as at December 31,2001 
and 2000 and the statements of income (loss) and deficit and cash flows for the years then 
ended. These financial statements are the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement 
presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2001 and 2000 and the results of its operations 
and its cash flows for the years then ended in accordance with Canadian generally accepted 
accounting principles. 


Calgary, Alberta A Haw he LL? 


April 19, 2002 Chartered Accountants 
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BALANCE SHEETS 


December 31 


ASSETS 

CURRENT ASSETS 
Cash and short-term deposits 
Restricted cash (Note 5) 
Accounts receivable 


Prepaid expenses 


CAPITAL ASSETS (Note 3) 


LIABILITIES 
CURRENT LIABILITIES 


BANK INDEBTEDNESS (Note 4) 
FUTURE SITE RESTORATION 


SHAREHOLDERS’ EQUITY 


Capital stock (Note 5) 
Deficit 


Accounts payable and accrued liabilities 


Approved on behalf of the Board: 


, Director 
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2001 2000 
$ $ 
— 1,472,062 
823,365 = 
312,903 859,873 
97,352 65,070 
1,233,620 2,397,005 
7,583,796 PMO 7/23 
8,817,416 9,590,728 
1,205,877 1,302,981 
1,227,247 — 
140,784 127,908 
1,368,031 127,908 
13,295,620 12,592,018 
(7,052,112) (4,432,179) 
6,243,508 8,159,839 
8,817,416 9,590,728 
? i ie 
‘CES Se Lr 
17 , Director 
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STATEMENTS OF INCOME (Loss) AND DEFICcit 


For the years ended December 31 2001 2000 
$ $ 
REVENUES 
Oil and gas 2,536,406 3,695,871 
Royalties (521,261) (623,891) 
Net production revenue 2,015,145 3,071,980 
Other income 20,964 84,374 
2,036,109 3,156,354 


OPERATING EXPENSES 


Depletion and depreciation 936,100 703,254 
Operating 619,650 725,681 
General and administrative 467,628 442,857 
Site restoration 12,876 34,277 
Interest on bank debt 19,788 a 
Writedown of capital assets (Note 2) 2,600,000 — 
4,656,042 1,906,069 

NET INCOME (LOSS) (2,619,933) 1,250,285 
DEFICIT, beginning of year (4,432,179) (5,682,464) 
DEFICIT, end of year (7,052,112) (4,432,179) 


EARNINGS (LOSS) PER SHARE (Note 2) (0.10) 0.05 
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STATEMENTS OF CASH FLOWS 


For the years ended December 31 2001 2000 
$ $ 
OPERATING ACTIVITIES 
Net income (loss) (2,619,933) 1,250,285 
Items not affecting cash 
Depletion and depreciation 936,100 703,254 
Site restoration 12,876 34,277 
Writedown of capital assets 2,600,000 — 
Funds flow from operations 929,043 1,987,816 
Change in non-cash operating working capital 417,584 (854,139) 
1,346,627 1,133,677. 
INVESTING ACTIVITIES 
Purchase of capital assets (3,926,173) (5,624,978) 
Proceeds from disposition of capital assets —_ 892,067 
Site restoration expenditures — (384) 
(3,926,173) (4,733,295) 
FINANCING ACTIVITIES 
Issue of common shares 825,565 4,870,189 
Share issue costs (121,963) (388,468) 
Bank indebtedness 1,227,247 — 
1,930,849 4,481,721 
INCREASE IN CASH (648,697) 882,103 
CASH, beginning of year 1,472,062 589,959 
CASH, end of year 823,365 1,472,062 
CASH IS COMPRISED OF 
Cash and short-term deposits — 1,472,062 
Restricted cash 823,365 — 
Cash income taxes paid = = 
Cash interest paid 19,788 — 
Funds flow from operations per share 0.03 0.08 
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NOTES TO FINANCIAL STATEMENTS 


December 31,2001 and 2000 


Uc 


OPERATIONS 


Veteran Resources Inc. (“the Company”) is engaged in the acquisition of, exploration for and development of oil and natural gas properties 
in Canada. In addition, the Company has horizontal drilling expertise which it makes available to the industry on a fee basis or for 
participating interests and which it expects to apply to the development of its own oil and gas properties. 


At December 31, 2001, the Company had an accumulated deficit of $7,052,112, minimal working capital, minimal available borrowing 
capacity (Note 4) and had incurred a loss of $2,619,933 for the year ended December 31, 2001, including a ceiling test writedown of 
$2,600,000. 


The Company's activities are related primarily to the exploration for and development of oil and natural gas reserves. The ultimate 
recovery of the Company’s investment in capital assets is dependent upon the successful exploration for and development of oil and 
natural gas in commercial quantities. The future success of the Company, and its ability to continue as a going concern, is dependent 
upon the ability of the Company to recover the cost of its capital assets, operate profitably, arrange financing as required, generate 
sufficient cash flow to meet its liabilities as they fall due, meet its financial covenants and obtain continued support of its lenders and 
creditors. There can be no assurance that the above conditions will be achieved. 


These financial statements are prepared using Canadian generally accepted accounting principles that are applicable to a going concern, 
which assumes the realization of assets and the settlement of liabilities in the normal course of operations. Should this assumption not 
be appropriate, adjustments in the carrying amounts of the assets and liabilities to their realizable amounts and the classification 
thereof will be required. 


Subsequent to year end the Company has entered into a preliminary agreement to acquire certain oil and gas assets in Ontario for a cash 
consideration of $3,000,000, subject to a number of due diligence conditions and approval of the Board of Directors of both parties. The 
Company is working to arrange financing for the closure of this acquisition and further development of its Ontario land base. 


Also, subsequent to year end, the Company has entered into an agreement to sell its interest in certain petroleum and natural gas 
properties for cash consideration of $140,000, subject to closing adjustments and the approval of the Board of Directors. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Capital assets 


The Company follows the full cost method of accounting for its petroleum and natural gas properties and equipment whereby all 
costs related to the exploration for and development of oil and gas reserves are capitalized. Costs include lease acquisition, geological 
and geophysical expenditures, carrying costs of non-productive properties, the drilling of productive and non-productive wells and 
related plant and production equipment costs. General and administrative expenses of $328,705 (2000 - $289,000) were capitalized. 
Interest expense is not capitalized. Proceeds on disposal of properties are ordinarily deducted from such costs without recognition of 
profit or loss except where such disposal would change the rate of depletion by 20% or more. 


The Company calculates a“cost ceiling” which limits the net book value of capital assets, net of future site restoration and income taxes, 
to the undiscounted and unescalated estimated future net revenues from production of proved reserves based upon period-end 
prices. Additional depletion is provided if the net book value of capitalized costs exceeds such future revenue. This test also takes into 
account estimated future general and administrative expenses, site restorations and abandonments, financing costs and income taxes, 
all undiscounted and unescalated. In 2001, the Company recorded a writedown of capital assets of $2,600,000. 


Depletion is computed using the unit-of-production method where the ratio of production to estimated proved reserves determines 
the proportion of depletable costs to be expensed. Depletable costs are reduced by the estimated future salvage values of equipment, 
plants and facilities, and undeveloped properties are excluded from the depletion calculation until the quantities of proved reserves 


relating to those properties can be determined. 


Depreciation of drilling equipment and office equipment is computed on the declining balance method at the rate of 30% and 20%, 
respectively, per year. 


Future site restoration costs 


The provision for future site restoration costs relating to petroleum and natural gas properties, as estimated by the Company's reserve 
engineers, is charged against income on a unit-of-production basis. The cumulative amount is reduced by expenditures incurred. 
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Measurement uncertainty 


The amounts recorded for depletion and depreciation of capital assets and the provision for future site restoration are based on estimates. 
The ceiling test is based on such factors as estimated proved reserves, production rates, future costs and other relevant assumptions. 
By their nature, these estimates are subject to measurement uncertainty and the impact of the difference between actual results and 
these estimates on the financial statements of future periods could be material. 


Income taxes 
The Company follows the liability method of accounting for income taxes. 


The Company has a future potential income tax asset resulting primarily from the tax basis of oil and gas properties exceeding the 
accounting net book value. However, a tax asset is only recognized if it is more likely than not to be realized. 


Joint ventures 


A significant portion of the Company’s exploration, development and production activities are conducted jointly with other entities 
and accordingly these financial statements reflect only the Company's proportionate interest in such activities. 


Per share information 


Per share information is based on the weighted average number of shares outstanding during the period, which was 27,073,212 (2000 
— 26,251,615). Diluted loss per share and diluted funds flow from operations per share, as affected by stock options and warrants as 
described in Note 5, are anti-dilutive. 


Stock options 


The Company's stock-based compensation plan is described in Note 5. No compensation expense is recognized for this plan when 
stock options are issued to employees. Any consideration paid by option holders on exercise of stock options is credited to share 
capital. 


3. CAPITAL ASSETS 


2001 
Accumulated 
Depletion and 
Cost $ Depreciation $ 
Petroleum and natural gas properties 15,395,981 7,899,604 
Drilling equipment 427,154 390,267 
Office equipment 142,425 91,893 
15,965,560 8,381,764 

Net book value 7,583,796 
2000 


Accumulated 
Depletion and 


Cost $ Depreciation $ 
Petroleum and natural gas properties 11,494,261 4,388,952 
Drilling equipment 427,154 374,168 
Office equipment O72. 82,544 
IZ Oso ss7 4,845,664 

Net book value UNOS, 728 


At December 31, 2001, petroleum and natural gas properties include approximately $2,600,000 (2000 - $1,500,000) relating to 
unproved properties that have been excluded from the depletion calculation. 


4. LOAN FACILITY 


The Company has a revolving term loan facility in the authorized amount of $1,500,000 to finance operating requirements. At 
December 31, 2001, the borrowing base available under the facility is $1,300,000. The facility bears interest at prime plus 1%, and is 
secured by a first floating charge in the amount of $2,000,000 over all assets. 


The credit facility revolves until May 31,2002 at which time a new revolving period may be established or it will be converted to a 
term facility with a term not exceeding five years, the committed limit of which will be determined by the lender. All amounts owing 
under the facility become immediately due and payable on the occurrence of an event of default, including a material adverse 
change in the Company's financial condition. 


5. 


CAPITAL STOCK 


Authorized 
Unlimited number of common shares without nominal or par value 
Unlimited number of redeemable preferred shares 


Issued 
Common shares 


Balance - December 31, 1999 


Tax benefit renounced 
Issued for cash, net of issue costs of $272,400 


Issued for cash on exercise of warrants, 
net of issue costs of $116,068 


Balance - December 31, 2000 
Issued for cash on exercise of stock options 


Flow-through shares issued for cash, net of. 
issue costs of $121,963 


VETERAN RESOURCES INC, 


Balance - December 31, 2001 


Stock options and warrants 


Number 
of Shares Amount $ 
20,018,483 te} P27 || ih 
— (160,855) 
3,034,607 2,591,374 
4,012,830 1,890,347 
27,065,920 12,592,018 
4,000 2,200 
1,829,700 701,402 
28,899,620 13,295,620 


Stock options have been granted to directors, officers, employees and consultants entitling them to purchase common shares of 
the Company. A summary of such options outstanding at December 31, 2001 and 2000 and the changes during the years then 


ended is presented below: 


Weighted 
Stock Average 
Options Price $ 
Balance - December 31, 1999 1,133,200 0.72 
Granted 750,000 0.97 
Expired, unexercised (98,000) 0.84 
Balance - December 31, 2000 1,785,200 0.82 
Granted = Le 
Exercised (4,000) 0.55 
Expired, unexercised (15,000) 1.70 
Balance - December 31, 2001 1,766,200 0.81 
ee a ee 
Outstanding Weighted Weighted Exercisable Weighted 
December 31, Average Average December 31, Average 
Price $ 2001 Life Remaining Price $ 2001 Price $ 
0.55 880,200 1.7 years 0.55 880,200 0.55 
0.70 100,000 3.5 years 0.70 100,000 0.70 
1.01 650,000 3.1 years 1.01 650,000 1.01 
1.70 136,000 2.6 years 1.70 136,000 1.70 
1,766,200 2.4 years 0.81 1,766,200 0.81 


In addition, the agent has options to purchase 36,050 common shares at a price of $1.00 per share, expiring December 13, 2002, 
and options to purchase 365,940 common shares at a price of $0.45 per share, expiring December 31, 2003. 


As at December 31, 2001, 2,851,500 warrants were outstanding. These warrants entitle the holder to purchase one common share 


at a price of $1.20 and have an expiry date of December 13, 2002. 
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7. 


Related to these warrants are 285,150 options granted to the agent to purchase units at $1.00 per unit. Each unit is comprised of one 
common share and one non-transferable common share purchase warrant. Each warrant is exercisable into one common share at a 
price of $1.20 per share, and is exercisable at any time until December 13, 2002. 


Flow-through shares 


Under this type of financing arrangement, shares are issued at a fixed price and the resultant proceeds are used to fund exploration 
and development work within a defined time period. The tax deductions arising are available to the investors, not the Company. The 
paid up amount for flow-through shares are reduced by the estimated amount of tax benefits renounced to the purchasers of the 
shares when the qualifying expenditures are incurred. Restricted cash represents proceeds from flow-through share offerings which 
had not been spent on qualifying expenditures as at December 31, 2001. 


INCOME TAXES 


The provision for income taxes reflects an effective tax rate which differs from the expected Canadian income tax rate of 43.11% (2000 
— 44.62%) as summarized below: 


2001$ 2000 $ 
Expected provision (recovery) of income taxes ; (1,129,453) 557,077, 
Non-deductible crown payments 192,484 233,619 
Resource allowance (120,754) (246,343) 
Increase in valuation allowance 1,033,000 — 
Loss carry forwards — (547,754) 
Other 24,723 2,601 


Income tax provision (recovery) aad = 


The Company has an excess-of accumulated income tax deductions over the net book value of capital assets. These income tax 
deductions are available to reduce future taxable income. 


In addition, the Company has scientific research expenditures and tax credits. The scientific expenditures may be used to reduce 
future taxable income and will begin to expire in the year 2004. The tax credits may be used to reduce future federal taxes payable 
and will expire in the year 2009. 


The potential future benefit of income tax deductions has not been recognized as an asset in these financial statements. The future 
income tax asset is comprised of: 


2001$ 2000 $ 
Property and equipment 2,410,000 1,273,000 
Scientific Research & Experimental Development expenditures 449,000 470,000 
Share issue costs 189,000 215,000 
Loss carry forwards — 57,000 
Potential future income tax asset 3,048,000 2,015,000 
Valuation allowance (3,048,000) (2,015,000) 


Future tax asset — — 


FINANCIAL INSTRUMENTS 


Financial instruments recognized on the balance sheet consist of cash, restricted cash, accounts receivable, accounts payable and bank 
indebtedness. The fair value of these financial instruments as at December 31, 2001 and 2000 approximates their carrying value due to the 
short term maturity of these instruments. 
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